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PREFACE 

This  study  of  the  availability  and  terms  of  home  mortgage  loans  in  rural  areas 
is  based  on  data  from  the  Voluntary  Home  Mortgage  Credit  Program  (VHMCP).    The 
data  were  provided  by  the  Housing  and  Home  Finance  Agency  (now  the  U.S.   Depart- 
ment of  Housing  and  Urban  Development). 

The  objective  of  the  VHMCP  was  to  channel  mortgage  funds  from  financial 
centers  to  undersupplied  areas,  of  the  housing  market,    especially  to  home  buyers 
in  small  towns  and  cities  and  to  members  of  minority  groups.     It  did  not  make  loans 
itself,   but  acted  as  a  clearing  house  through  which  applications  for  Federal  Housing 
Administration  (FHA)  and  Veterans  Administration  (VA)  loans  from  credit  deficit 
localities  were  referred  to  cooperating  lenders  in  financial  centers.     From  1955 
until  the  VHMCP  legislative  authority  expired  in  October  196^'about  54,  000  FHA 
and  VA  loans  totaling  $565  million  were  placed  with  lenders  through  the  program. 
Many  of  these  loans  carried  out  the  VHMCP  objective  of  improving  the  supply  of 
home  mortgage  credit  to  nonfarmers  in  small  towns  and  rural  areas. 

Loan  activity  through  VHMCP  was  greatest  during  1955-61,   and  only  data  for 
that  period  are  analyzed  in  this  report.     Only  2,  000  loans  totaling  $27  million  were 
placed  in  1962-65. 

This  study  does  not  appraise  the  accomplishments  of  the  VHMCP  in  meeting 
its  objectives. 

The  author  thanks  Norman  J.  Wall  and  Fred  L.   Garlock  of  the  Economic 
Research  Service  for  their  help  in  initiating  and  planning  the  study;  Edmund  T. 
Hamlin  of  ERS  for  his  assistance  in  classifying  counties;  and  Robert  C.  Pearson 
of  ERS  for  directing  the  machine  analysis. 
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SUMMARY 

Nationwide   experience  with  the   Voluntary  Home   Mortgage   Credit  Program 
(VHMCP)  during  11  years  of  operation  has  indicated  both  the  extent  of  the  problem 
of  financing  nonfarm  homes  in  small  towns  and  rural  communities,    and  the  fact  that 
this  problem  was  widespread. 

VHMCP  data  show  that  credit  insured  by  the  Federal  Housing  Administration 
and  credit  guaranteed  by  the  Veterans  Administration  was  particularly  short  in  the 
remoter  areas  of  the  Northern  Plains  and  Great  Lakes  Regions.     In  the  West  as  a 
whole,   home  financing  was  comparatively  tight  and  costly.     The  greatest  demand  for 
credit  was  in  the  South  and  the  largest  number  of  loans  through  VHMCP  were  made 
there.     Because  of  good  banking  and  credit  facilities,   the  problem  was  not  serious 
in  the  Northeast  Region,   many  sections  of  which  were  ineligible  under  the  program. 
In  fact,   life  insurance  companies  located  in  New  York,   New  Jersey,   and  Connecticut 
provided  the  bulk  of  the  funds  loaned  in  other  regions  through  VHMCP. 

Residents  of  rural  counties  consistently  received  a  smaller  proportion  of  the 
loans  they  requested  through  VHMCP  than  did  residents  of  counties  containing  larger 
towns  and  cities.     Lenders  apparently  were  more  selective  in  the  quality  of  loans 
accepted,   particularly  with  respect  to  loans  guaranteed  by  the  Veterans  Administra- 
tion.    Applicants  who  failed  to  receive  VHMCP  loans  had,   on  the  average,   smaller  in- 
comes and  planned  to  buy  lower  valued  homes. 

As  a  percentage  of  the  purchase  price  of  houses,    loans  obtained  through  VHMCP 
were  smaller  in  rural  counties  than  In  counties  classed  as  rural-urban.     Loans 
through  VHMCP  in  rural  counties  were  even  smaller  when  considered  as  a  percentage 
of  incomes,    showing  that  lenders  required  greater  repayment  capacity  in  rural  areas. 
This  confirms  findings  of  other  studies  that  rural  buyers  usually  are  required  to  make 
larger  downpayments.     Rural  loans  also  showed  a  tendency  toward  shorter  maturities, 
involving  heavier  annual  repayments.     On  the  other  hand,    rates  of  return  to  individual 
lenders,   as  reflected  by  discounts,    did  not  vary  much  between  the  rural  and  the  rural- 
urban  counties  covered  in  this  study. 
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INTRODUCTION 


Improving  the  availability  of  credit  for  buyers  of  nonfarm  homes  in  rural  areas 
has  been  a  persistent  problem.     Research  by  Economic  Research  Service  economists 
and  others  has  shown  that  rural  people  in  certain  areas  have  more  difficulty  getting 
adequate  home  mortgage  financing  than  do  residents  of  larger  towns  and  cities .  1  / 
In  the  rural  communities  studied,  there  were  fewer  lenders,  available  loans  were  smaller 
relative  to  home  values,   and  repayment  periods  were  shorter.     Large  urban  lending 
institutions  usually  did  not  serve  the  smaller  towns  because  of  higher  operating  costs, 
lack  of  local  outlets,    or  greater  risks. 

The  records  of  the  Voluntary  Home  Mortgage  Credit  Program  (VHMCP)  provide 
loan  experience  data  for  most  sections  of  the  country.     Analysis  of  these  records 
makes  it  possible  to  go  beyond  the  earlier  area  studies  and  to  discover  the  extent  of 
the  rural  home  loan  credit  problem,   and  how  it  varies  among  regions.     The  program 
was  established  by  the  Housing  Act  of  1954;  legislative  authority  expired  in  October 
1965.     The  objectives  of  the  program  were  (1)  to  channel  mortgage  funds  from  finan- 
cial centers  to  undersupplied  areas  of  the  housing  market,    especially  to  home  buyers 
in  small  towns  and  cities;  and  (2)  to  channel  mortgage  funds  to  members  of  minority 
groups.     This  report  is  based  on  the  operations  of  the  program  in  carrying  out  the 
first  of  these  two  objectives  during  1955-61,   the  program's  most  active  period. 

OPERATIONS  OF  VHMCP 

The  operations  of  VHMCP  with  which  this  report  is  concerned  were  directed 
toward  improving  the  nonfarm-home  mortgage  situation  in  small  towns  and  rural 
areas.     The  program  operated  in  communities  with  less  than  25,  000  population  that 


1/      Dorwin  Williams,   Lawrence  A.   Jones,   and  Frank  Miller.     Financing  Rural       :s 
Homes  in  Missouri.     Mo.   Univ.  Agr.  Expt.   Sta.   Res.   Bui.   857,    1964.     Robert  L. 
Sargent,  Jack  R.   Davidson,   and  Lawrence  A.   Jones.     Availability  of  Rural  Housing 
Credit  in  Montana.     Mont.   Agr.  Expt.  Sta.   Agr.   Bui.   586,    1964.     J.   H.   Yeager. 
Rural  Housing  Situation,   Needs,   and  Financing.     Ala.  Agr.  Expt.   Sta.,    1963. 


did  not  have  adequate  credit  facilities  for  making  FHA  and  VA  insured  or  guaranteed 
loans,   and  in  any  other  areas  that  had  been  designated  by  VA  as  eligible  for  direct  loans 
to  veterans.     The  program  was  not  designed  either  to  locate  conventional  financing  or 
to  refinance  existing  mortgages;  nor  was  it  designed  to  provide  financing  for  farms, 
commercial  properties,   hotels,   boarding  houses,    or  summer  homes . 

During  1955-61,    112,  000  applications  for  financing  assistance  were  received  by 
VHMCP  under  this  phase  of  the  program.     Of  these  applications,   about  a  third  resulted 
in  loans.    About  half  of  the  loans  placed  for  the   entire  period  were  insured  by  FHA 
and  about  half  were  guaranteed  by  VA.     The  number  of  VA  loans  made  in  1955  and  1956 
was  relatively  large,   but  dropped  sharply  after  1956  (figs.   1  and  2).     Mortgage  interest 
rates  in  general  rose  above  the  maximum  permitted  on  VA  loans  and  this  largely  ac- 
counts for  their  lack  of  appeal  to  lenders;  also,   fewer  veterans  may  have  been  eligible 
for  VA-guaranteed  loans  in  the  later  years.     FHA  loans  increased  after  1956.       They 
carried  a  higher  maximum  interest  rate  and  were  more  attractive  to  lenders. 

The  number  of  loans  made  through  VHMCP  during  1955-61  was  small,    compared 
with  the  total  of  4.  5  million  FHA  and  VA  loans  made  in  that  period.     The  number   of 
loans,  however,   is  not  a  measure  of  the  full  impact  of  the  program.     VHMCP  experi- 
ence demonstrated  that  sound,  profitable  loans  could  be  made  in  rural  areas .     The 
success  of  the  program  probably  increased  rural  lending  outside  of  the  program. 

The  largest  number  of  loans  through  VHMCP  was  made  in  the  South.    That  region 
accounted  for  nearly  half  of  all  loans  in  the  United  States  (table  1),   with  North  Caro- 
lina and  Tennessee  receiving  the  largest  number--2,  611  and  2,  150,   respectively. 
Relatively  few  loans  were  made  in  the  North,   particularly  in  large  sections  of  the 
Northeast  which  were  ineligible  under  the  program  because  banking  and  credit  facili- 
ties usually  were  deemed  adequate. 

The  proportion  of  VHMCP  applications  that  resulted  in  loans  ranged  from  about 
6  percent  in  North  Dakota  to  nearly  56  percent  in  Arizona.     The  Dakotas  and  the  three 
Lake  States,   as  an  area,   had  the  lowest  rate  of  loan  closings.     Lenders  may  have  be- 
lieved that  risks  in  this  area  were  greater  than  average,   or  that  costs  of  making  and 
servicing  loans  were  especially  high,     Montana,   Nevada,    California,   and  Louisiana 
were  other  States  that  received  a  small  proportion  of  loans  requested  through  VHMCP. 

LENDING  IN  RURAL  AREAS  THROUGH  VHMCP 

One  of  the  purposes  of  the  study  was  to  find  how  the  availability  and  terms  of 
home  mortgage  credit  in  rural  areas  and  small  towns  differed  from  the  situation  in 
larger  towns  and  cities.     Because  VHMCP  loan  data  were  not  available  by  individual 
towns  or  cities,   data  were  summarized  and  analyzed  by  the  rural  or  urban  nature 
of  counties.     Counties  classed  as  rural  were  those  with  no  town  of  more  than  4,  999 
population  and  no  more  than  one  town  larger  than  2,  499.     The  other  counties  were 
classed  as  rural -urban.     This  classification  resulted  in  1,  411  rural  and  1,  502  rural- 
urban  counties.     County  data  were  summarized  separately  for  FHA  and  VA  loans  and 
in  the  North,   South,   and  West.  2/ 


2/    For  States  included  in  each  area,   see  table  1 
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Very  few  of  the  counties  classed  as  rural -urban  were  representative  of  metropoli- 
tan conditions,   because  communities  of  25,  000  population  or  more  were  generally  in- 
eligible for  loans  through  VHMCP.     The  mortgage  credit  situation  in  many  of  the 
rural-urban  counties  may  have  been  similar  to  that  in  the  rural  counties.     However, 
small  differences  that  occurred  consistently  between  the  two  classes  of  counties  may 
have  considerable  significance. 

Detailed  analyses  of  VHMCP  data  were  made  for  two  periods,    1958-59  and  1960-61, 
covering  19,  646  individual  loan  applications  for  1958-59  and  17,  022  for  1960-61.    About 
42  percent  of  the  applications  in  both  periods  resulted  in  loans.     The  remaining  58  per- 
cent of  the  applications  were  ineligible  under  the  program,   were  turned  down  by  lenders, 
were  withdrawn  by  the  applicants,    or  failed  to  result  in  loans  for  other  reasons. 

Number  of  Loans  Placed 

During  the  combined  periods  1958-59  and  1960-61,    15,  501  loans  were  placed 
through  VHMCP.     About  a  fifth  of  these  were  in  rural  counties  (table  2).     This  small 
proportion,   and  the  relatively  small  percentage  of  applications  resulting  in  loans,    sug- 
gest that  lenders  were  less  interested  in  loans  in  small  towns  and  rural  areas  than  in 
larger  towns  and  cities  (table  3).     The  lower  rate  of  loan  closings  in  rural  communities 
occurred  in  each  region,   in  each  period,   and  for  both  FHA  and  VA  loans.     In  1960-61, 
however,   the  proportion  of  applications  that  resulted  in  loans  was  greater  than  in 
1958-59,   and  the  differences  between  rural  and  rural-urban  counties  were  less.     One 
explanation  is  that  by  1960  lenders  and  VHMCP  participants  had  had  more  experience 
with  eligibility  requirements  of  the  program  and  probably  screened  applications  more 
carefully  before  referring  them  to  the  cooperating  lenders  which,   in  turn,   meant 
fewer  loan  application  refusals. 

Average  Size  of  Loans  Placed 

Not  only  were  lenders  more  cautious  in  the  loan  applications  selected  for  approval 
in  rural  communities,   but  they  also  were  more  conservative  in  amounts  loaned  to  in- 
dividual borrowers.     In  1960-61,   for  example,    FHA  loans  made  through  VHMCP  aver- 
aged about  $1,  100  less  in  rural  than  in  rural-urban  counties  (table  4).     VA  loans  in 
rural  counties  averaged  nearly  $1,400  less  than  those  in  rural-urban  counties. 

Lower  purchase  prices  of  homes  financed  in  rural  areas  partly  accounted  for  the 
smaller  loans  (tables  5  and  6),   but  lenders  also  loaned  less  in  relation  to  values,    re- 
quiring rural  people  to  make  larger  downpayments .     FHA  rural  loan-to-value  ratios 
were  consistently  lower  in  all  regions  during  each  period  (table  7).     Lenders  made 
the  most  liberal  loans  in  the  South  and  the  least  liberal  ones  in  the  West.     During 
1960-61,    FHA  loans  were  larger,   both  absolutely  and  relative  to  value,   than  they  were 
in  1958-59,   but  loan-to-value  ratios  continued  to  be  more  conservative  in  the  rural 
counties . 

VA-guaranteed  loans  made  through  VHMCP  were  somewhat  larger  relative  to 
value  than  were  FHA  loans.     Also,   VA  loan-to-value  ratios  averaged  larger  in  rural 
than  in  rural-urban  counties  in  1960-61  in  the  North  and  in  1958-59  in  both  the  North 
and  West.     Only  124  VA  loans,   however,  were  made  in  rural  counties  during  both 
periods  and  lenders  probably  were  very  selective  in  the  loans  they  accepted  from  small 
towns  and  country  areas.     In  fact,   lenders  made  very  few  VA  loans  under  the  program 
even  in  rural-urban  counties,   especially  in  the  West. 
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Table  2. --Number  of  FHA  and  VA  loans  placed  through  VHMCP,  by 
geographic  area  and  class  of  county,  1958-59  and  1960-61 


Type  of  loan  and 
class  of  county 


North 


South 


West 


U.S. 


1958-59 

FHA: 

Rural 

Rural -urban-- 

Total 

VA: 

Rural 

Rural-urban 

Total 

Total,  1958-59-- 

1960-61 

FHA: 

Rural 

Rural -urban 

Total 

VA: 

Rural 

Rural-urban 

Total 

Total,    1960-61  — 


Number 


Number 


Number 


Number 


:     459 
:   1,311 

536 
2,835 

430 
2,462 

1,425 
6,608 

:    1,770 

3,371 

2,892 

8,033 

6 

:      67 

16 
167 

9 
38 

31 

272 

i      73 

183 

47 

303 

:   1,843 

3,554 

2,939 

8,336 

:     199 
:     941 

993 
2,995 

318 
1,016 

1,510 
4,952 

:   1,140 

3,988 

1,334 

6,462 

:      34 
:      263 

44 
311 

15 
36 

93 

610 

':             297 

355 

51 

703 

:    1,437 

4,343 

1,385 

7,165 

Table  3. --Number  of  FHA  and  VA  loans  placed  through  VHMCP  as  a 
percentage  of  total  applications,  by  geographic  area  and  class 
of  county,  1958-59  and  1960-61 


Type  of  loan  and     ; 
class  of  county 

North   : 

South 

West 

:   U.S. 

1958-59        : 
FHA:                   : 

Percent 

49.0 
49.1 

Percent 

40.1 
60.1 

Percent 

36.0 
63.6 

Percent 
41  0' 

58  7 

All j 

49.1 

55.7 

57.1 

54.5 

VA:                  : 

Rural  __-_.. - - • 

1.7 
6.5 

3.2 
9.9 

2.2 
4.0 

2.5 
7.4 

All- ! 

5.3 

8.4 

3.5 

6.2 

1960-61        : 

FHA:                  : 

Rural -__ ■ 

69.1 

70.6 

75.1 
78.8 

64.9 
77.8 

71.9 
76  9 

All 

70.4 

77.9 

74.3 

75.7 

VA:                   : 

9.9 
19.6 

3.1 
6.4 

8.5 
9.8 

4.8 
9.3 

AH . 

17.6 

5.7 

9.4 

8  3 

Table  4. --Average  size  of  FHA  and  VA  loans  placed 
area  and  class  of  county,  1958-59 


through  VHMCP, 
and  1960-61 


by  geographic 


Type  of  loan  and 
class  of  county 


North 


South 


West 


U.S. 


Dollars 


1958-59 

FHA: 

Rural 

Rural -urban 

All— ■ 

VA: 

Rural 

Rural-urban 

All 

1960-61 

FHA: 

Rural 

Rural -urban 

All ■ 

VA: 

Rural 

Rural -urban 

All  — 


17.218 


Dollars, 


12.768 


Dollars 


12.979 


Dollars 


11,853 

11,634 

10,774 
11,281 

11,172 
12,171 

11,242 
11,683 

11,691 

11,201 

12,000 

11,605 

10,379 
11,327 

10,300 
11,975 

10,638 
11,570 

10,413 
11,740 

11,250 

11.829 

11.399 

11.630 

13,819 
14,448 

10,537 
11,408 

12,698 
14,077 

11,424 
12,533 

14,339 

11,191 

13,749 

12,274 

16,729 

17,281 

10,881 
13,034 

13,620 

12,711 

13,461 
14,850 

14,667 


Table  5. — Average  price  of  homes  purchased  with  FHA  and  VA  loans  placed  through 
VHMCP,  by  geographic  area  and  class  of  county,  1958-59 


Type  of  loan  and 
class  of  county 


North 


South 


West 


U.S. 


FHA: 

Rural 

Rural -urban 

All 

VA: 

Rural 

Rural -urban 

All 


Dollars 


13,497 
12,946 


13,090 


10,654 
12,432 


12,286 


Dollars 


12,234 
12,369 


12.348 


11,382 
12,374 


12,287 


Dollars 


12,970 
13,506 


13,450 


11,481 
12.560 


12.362 


Dollars 


12,863 
12,907 


12.899 


11,270 
12.405 


12,298 


Table  6. --Average  price  of  homes  purchased  with  FHA  and  VA  loans  placed  through 
VHMCP,  by  geographic  area  and  class  of  county,  1960-61 


Type  of  loan  and 
class  of  county 


North 


South 


West 


U.S. 


FHA: 

Rural 

Rural-urban 

All 

VA: 

Rural 

Rural-urban 

All ■ 


Dollars 

15,571 
15,863 

Dollars 

11,233 
12.096 

Dollars 

14,510 
15,474 

Dollars 

12,494 
13,505 

15,812 

11,881 

15,244 

13,269 

17,513 
18.345 

11,162 
13,288 

17,547 
12,983 

14,514 
15,450 

18,250 


13,024 


14,325 


15,326 


Table  7. --Average  loan-to-value  ratios  of  FHA  and  VA  loans  placed  through  VHMCP, 
by  geographic  area  and  class  of  county,  1958-59  and  1960-61 


Type  of  1 
class  of 

oan  and 
county 

North 

:     South 

:     West 

■     U.S. 

1958- 
FHA: 

59 

Percent 

87.8 
89.9 

Percent 

88.1 
91.2 

Percent 

86.1 
90.1 

Percent 
87  4 

90  5 

All 

89.3 

90.7 

89.5 

90.0 

VA: 

97.4 
91.1 

90.5 
96.8 

92.7 
92.2 

92  4 

94  6 

61 

All 

91.6 

96.3 

9?.? 

94.5 

1960- 
FHA: 

88.7 

91.1 

93.8 
94.3 

87.5 
91.0 

91  4 

92  8 

All 

90.7 

94.2 

90.2 

92.5 

VA: 

95.5 
94.2 

97.5 
98.1 

77.6 
97.9 

92  7 

96  1 

A1  I 

94.3 

98.0 

90.6 

95  7 

Income-Loan  Relationships 

The  amount  of  income  received  by  an  individual  is  considered  to  be  one  of  the 
best  measures  of  his  debt  repayment  capacity.     However,   lending  on  homes  in  rural 
areas  was  more  conservative  in  relation  to  borrowers'  incomes  than  lending  in  rural- 
urban  areas.     For  example,    FHA  loans  in  1960-61  averaged  186  percent  of  borrowers' 
incomes  in  rural-urban  counties  compared  with  171  percent  in  the  rural  counties  (table  8) . 
Rural  loans  were  smaller  on  this  basis  in  each  area,   per  time  period,   and  for  each 
type  of  loan  (except  for  VA  loans  in  the  South  in  1960-61).     FHA  loans  relative  to  in- 
comes were  particularly  small  in  the  rural  counties  in  the  West. 

As  indicated  earlier,  VA  loans  placed  by  the  program  were  usually  more  liberal 
relative  to  incomes  than  were  FHA  loans,  but  lenders  made  very  few  VA  loans  during 
1958-61  and  probably  selected  the  better  risks  among  applications  offered. 

The  average  incomes  of  individuals  who  obtained  FHA  loans  were  larger  in  rural 
than  in  rural-urban  counties  in  every  region  for  both  periods,    except  in  the  South  in 
1960-61  (tables  9  and  10).     This  again  suggests  that  lenders  were  more  selective  in 
the  smaller  communities,   perhaps  requiring  higher  incomes  than  in  larger  towns  and 
cities.     A  higher  income  requirement  was  also  indicated  for  VA  loans  in  rural  counties, 
but  not  as  consistently  as  for  FHA  loans  when  compared  region  by  region. 

Loan  Maturities 

If  a  lender  believes  a  loan  may  present  a  greater-than-average  risk  or  repayment 
difficulty, he  may  require  a  shorter  maturity  or  repayment  period.     This  results  in 
larger  annual  installments  for  the  borrower.     In  this  regard,   loans  through  VHMCP 
tended  to  be  more  conservative  in  the  rural  than  in  the  rural-urban  counties.     In 
1958-59,    FHA  and  VA  rural  loans  had  maturities  that  were  1 .  2  and  0.  6  years  shorter, 
respectively,   than  were  rural -urban  loans  (table  11).     By  1960-61,   however,    FHA 
maturities  were  longer  in  both  rural  and  rural-urban  counties,   and  only  0.  1  year 
shorter  in  rural  than  in  rural-urban  counties.     VA  maturities  actually  were  slightly 
longer  in  rural  areas  in  1960-61. 

Again,   as  with  other  loan  characteristics,   lending  was  most  conservative  in 
the  West.     Maturities  were  usually  shortest  in  that  area.     On  the  average,   loans 
were  written  for  the  longest  repayment  periods  in  the  South. 

Discounts 

Because  interest  rates  that  can  be  charged  on  FHA  and  VA  loans  are  fixed  by  law, 
they  usually  have  been  lower  than  rates  of  return  that  lenders  can  obtain  on  conventional 
home  mortgage  loans.     To  improve  the  return  on  FHA  and  VA  loans,   lenders  have  fre- 
quently paid  out  less  money  than  the  face  amount.     The  percentage  reduction  in  the  loan 
is  called  the  discount.     In  effect,   discounting  is  a  way  to  vary  the  interest  rate. 

Average  discounts  for  FHA  and  VA  loans  made  through  VHMCP  increased  from 
4.16  percent  to  4.73  percent  between  1958-59  and  1960-61  (table  12).     Interest  rates 
for  the  country  as  a  whole  rose  during  that  time.     Discounts  were  smallest  in  the  North 
and  largest  in  the  West.     This  is  consistent  with  the  traditional  pattern  of  relatively  low 
interest  rates  in  the  North- -particularly  in  the  Northeast  where  loan  funds     are 
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Table  8. --Average  loan- to- income  ratios,  FHA  and  VA  loans  placed  through  VHMCP 
by  geographic  area  and  class  of  county,  1958-59  and  1960-61 


Type  of  loan  and 
class  of  county 

North 

:    South 

:     West 

:     U.S. 

1958-59 

FHA: 

Rural 

Percent 

162 

171 

Percent 

153 
166 

Percent 

149 
169 

Percent 

155 
168 

All 

169 

164 

165 

165 

VA: 

154 

177 

192 
196 

176 
179 

179 

191 

All 

175 

196 

179 

189 

1960-61 

FHA: 

Rural 

175 
189 

179 
185 

154 

175 

171 
186 

All--- 

187 

183 

171 

183 

VA: 

:     189 
261 

205 

204 

173 
178 

188 

228 

An 

:     228 

204 

176 

221 

Table  9. --Average  income  of  applicants  for  FHA  and  VA  loans  placed  through 
VHMCP,  by  geographic  area  and  class  of  county,  1958-59 


Type  of  loan  and 
class  of  county 


North 


South 


West 


U.S. 


FHA: 

Rural 

Rural -urban 

All 

VA: 

Rural 

Rural-urban 

All 


Dollars 

7,299 
6,803 

Dollars 

7,032 
6,797 

Dollars 

7,501 

7,200 

Dollars 

7,268 

6,954 

6,936 

6.838 

7,255 

7,016 

6,730 

6,406 

5,371 
6,095 

6,040 
6,450 

5,831 
6,220 

6,433 


6,031 


6,372 


6,140 


11 


Table  10. --Average  incomes  of  applicants  for  FHA  and  VA  loans  placed  through 
VHMCP,  by  geographic  area  and  class  of  county,  1960-61 


Type  of  loan  and 
class  of  county 


North 


South 


West 


U.S. 


FHA: 

Rural 

Rural-urban 

All 

VA: 

Rural 

Rural-urban 

All 


Dollars 

7,895 
7,628 

Dollars 

5,891 

6,172 

Dollars 

8,267 
7,960 

Dollars 

6,683 

6,727 

7.686 

6,104 

8,048 

6.716 

8,851 
6,627 

5,306 
6,390 

7,884 
7,149 

7,157 
6,503 

7,550 


6,253 


7,365 


6,635 


Table  11. --Average  maturities  of  FHA  and  VA  loans  placed  through  VHMCP, 
by  geographic  area  and  class  of  county,  1958-59  and  1960-61 


Type  of  loan  and 
class  of  county 

:    North 

South 

West 

U.S. 

1958-59 
FHA: 

:    Years 

24.7 
25.5 

Years 

25.3 
26.3 

Years 

23.4 
25.2 

Years 

24.5 

25.7 

All - 

25.3 

26.1 

24.9 

25.5 

VA: 

28.3 
24.2 

25.3 
27.6 

24.4 
23.8 

25.6 
26.2 

a]  1 - 

24.5 

27.4 

23.9 

26.1 

1960-61         : 
FHA:                    ■ 

25.6 
26.1 

26.9 
26.9 

25.3 
25.7 

26.4 
26.5 

AH '• 

26.0 

26.9 

25.6 

26.5 

VA:                     | 

24.9 
25.6 

28.9 
27.9 

26.7 
26.1 

27.0 
26.8 

All « 

25.5 

28.0 

26.3 

26.8 
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comparatively  plentiful- -and  of  relatively  high  interest  rates  in  the   growing  West 
where  credit  has  been  comparatively  tight.     VA  loans  showed  the  widest  geographic 
differences  in  discounts,    ranging  from  6.  23  percent  in  the  West  to  4.28  percent  in 
the  North  in  1960-61. 

There  appeared  to  be  no  consistent  difference  between  rural  and  rural-urban 
counties  in  size  of  discounts.     Discounts  on  FHA  loans  made  in  1958-59  were  higher 
in  rural-urban  than  in  rural  counties,   but  the  reverse  was  true  in  1960-61.     Average 
discounts  for  VA  loans  for  the  Nation  as  a  whole  were  higher  in  the   rural-urban 
counties  in  both  periods.     This  relationship  held  for  the  South  in  both  periods  but  not 
for  the  North  and  West. 

These  data  would  seem  to  confirm  findings  of  other  studies  that  lenders  do  not 
always  vary  interest  rates  between  rural  communities  and  more  populous  areas.     A 
lender  tends  to  charge  the  same  interest  rate  on  home  mortgage  loans  regardless  of 
where  the  property  is  located.     If  the  prospective  loan  is  below  standard  or  poorly 
located,   he  is  more  likely  to  reject  it,    or  make  it  for  a  smaller  amount  or  shorter 
maturity. 

Source  of  Loans  and  Their  Geographic  Distribution 

The  bulk  of  the  housing  loans  placed  through  VHMCP  were  made  by  lenders 
located  in  the  Northeast.     Mortgage  money  has  always  been  relatively  plentiful  in 
that  region,    especially  from  large  institutional  lenders  in  New  York,   New  Jersey, 
Massachusetts,   and  Connecticut.     Eighty-three  percent  of  the  loans  made  in  19  60-61 
came  from  lenders  in  the  Northeast  (table  13).     Lenders  in  the  Southeast,   Mountain, 
and  Appalachian  Regions  were  next  in  importance  but  accounted  for  only  about  6  per- 
cent,   5  percent,    and  3  percent,    respectively,    of  the  U.S.   total.     Each  of  the  other 
regions  made  less  than  1  percent  of  the  total  number  of  loans. 

VHMCP  credit  flowed  largely  to  the  Appalachian  and  Southeast  Regions,   which 
received  more  than  half  of  all  loans  made  in  the  United  States.     Regions  receiving 
relatively  few  loans  were  the  Lake  States  and  the  two  Plains  Regions.     The  number 
of  loans  made  by  regions  reflects  both  the  willingness  of  lenders  to  make  loans  and 
the  demand  for  credit.      For  the  entire  period  1955-61,   a  relatively  small  percentage 
of  applications  resulted  in  loans  in  the  Lake  States  and  in  North  Dakota  and  South 
Dakota  of  the  Northern  Plains  (table  1).     In  the  remainder  of  the  Plains  States,   pro- 
portionately more  applications  resulted  in  loans  than  for  the  United  States  as  a  whole. 

Life  insurance  companies  were,   by  far,   the  most  important  type  of  lender  par- 
ticipating in  VHMCP,    accounting  for  86.  7  percent  of  all  loans  made  in  1960-61. 
Insurance  companies  frequently  operate  on  a  nationwide  basis  and  have  the  type  of 
organization  and  procedures  suited  to  handling  FHA  and  VA  loans.     About  95  percent 
of  all  their  loans  through  VHMCP  in  1960-61  were  made  outside  their  home  States. 

Relative  to  other  lenders,    insurance  companies  were  somewhat  less  important 
in  the  West  than  in  the  other  two  Regions  (table  14).     Their  greatest  participation 
was  in  the  rural  counties  of  the  North  and  South,   accounting  for  97  percent  or  more 
of  all  FHA  and  VA  loans.     In  those  two  areas,    other  lenders  mainly  limited  their 
loans  through  VHMCP  to  the  more  populous  counties. 
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Commercial  banks  were  next  in  importance  to  life  insurance  companies,    but 
made  only  5.  6  percent  of  all  loans  through  VHMCP  in  1960-61.     Banks  usually  prefer 
shorter  term  conventional  loans.     Also,   they  are  basically  local  lending  institutions. 
Except  for  some  outside  lending  by  banks  located  in  the  Northeast,    all  bank  loans 
through  VHMCP  were  made  within  the  home  States.     Commercial  bank  loans  were 
most  important  in  the  West,    especially  in  Arizona,    Utah,   and  Montana.     Practically 
no  commercial  banks  made  loans  through  VHMCP  in  the  South.     Banks  accounted  for 
a  relatively  large  proportion  of  rural  loans  in  the  West,   but  their  loans  in  the  North 
were  largely  in  rural-urban  counties. 

Savings  and  loan  associations  are  like  commercial  banks  in  that  they  prefer  to 
make  conventional  loans  within  their  local  communities.     They  accounted  for  only 
2.4  percent  of  all  loans  through  VHMCP  in  1960-61,   and  most  of  these  were  made 
within  the  States  where  the  associations  were  located.     Although  their  percentage  of 
lending  was  small,   they  made  as  many  loans  in  rural  counties  as  they  did  in  the  rural- 
urban  counties. 

Mutual  savings  banks,   which  are  concentrated  in  the  Northeast,   made  only  2.3 
percent  of  the  total  loans  through  VHMCP  in  1960-61.     Lending  by  these  banks  out- 
side their  own  communities  is  restricted  by  availability  of  funds  and,   in  some  States, 
by  legislation.     Many  of  their  loans  were  made  in  Tennessee  and  Florida.     Practically 
no  lending  through  VHMCP  by  mutual  savings  banks  was  in  rural  areas. 

Mortgage  companies  operate  in  all  regions  and  frequently  originate  loans  for 
other  lenders --mainly  life  insurance  companies.     Although  they  made  only  3.0  per- 
cent of  the  total  loans  through  VHMCP  in  1960-61  on  their  own  account,   they  undoubt- 
edly were  responsible  for  loans  made  by  others.     Mortgage  companies,   however, 
apparently  made  few  loans  in  the  rural  counties. 

Loan  characteristics  by  type  of  lender 

Differences  among  lenders  in  the  average  maturities  and  the  loan-to-value 
ratios  of  their  loans  as  shown  in  this  study  probably  were  not  very  significant  to 
rural  borrowers.     On  the  whole,   terms  of  FHA  and  VA  loans  were  much  more 
favorable  than  terms  of  conventional  loans  ordinarily  made  in  small  towns.     The 
availability  to  rural  borrowers  of  any  credit  at  all  under  terms  approaching  the 
liberal  conditions  of  the  average  loan  through  VHMCP  is  most  important. 

Mutual  savings  bank  loans  usually  had  the  highest  loan-to-value  ratios  and 
allowed  the  longest  maturities  (tables  15  and  16).     But  as  noted  earlier,   mutual 
savings  banks  did  not  participate  to  a  great  degree  in  VHMCP,   mainly  limiting  their 
loans  to  rural-urban  areas  of  the  South.     Loan-to-value  ratios  of  FHA-insured  loans 
made  by  commercial  banks  in  rural  counties  were  small  relative  to  loans  of  most 
other  lenders.     Insurance  companies  and  mortgage  companies  usually  made  the 
shortest  term  FHA  loans.     Life  insurance  companies,   the  most  important  type  of 
lender  in  VHMCP,    granted  higher  loan-to-value  ratios  in  the  rural-urban  counties 
than  they  did  in  the  rural  counties  for  both  periods  and  both  types  of  loans. 
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Reasons  why  loans  were  not  made 

A  variety  of  reasons  accounted  for  the  relatively  few  applications  resulting  in 
loans.     The  procedure  of  referring  applications  to  lenders  took  time,    and  frequently 
the  home-purchase  deal  fell  through  and  the  application  was  withdrawn.     Some  re- 
quests were  for  ineligible  purposes,   particularly  in  the  early  years  of  the  program 
when  the  requirements  were  not  well  known.     Many  applications  by  veterans  were  sub- 
sequently processed  as  direct  VA  loans  instead  of  as  VA-guaranteed  loans.     These 
and  other  situations  not  involving  actual  refusals  by  lenders  account  for  the  large 
proportion  of  "other"  reasons  why  loans  were  not  made  (tables  17  and  18).      Loans 
not  made,   however,   were  generally  those  least  desired  by  lenders. 

The  most  important  reason  for  rejection  reported  by  lenders  in  1958-59  was 
"unacceptable  properties."    In  1960-61,    "insufficient  assets  or  income"  of  applicants 
was  reported  as  often  as  unacceptable  properties.     Unacceptable  properties--hom.es 
that  did  not  meet  lenders'  standards  because  of  condition,    facilities,   age,   or  size- 
was  a  relatively  significant  reason  for  FHA  loan  refusals  in  the  West.     An  especially 
large  number  of  VA  applications  in  1958-59  failed  to  result  in  loans  for  the  reason 
that  no  lender  was  available.     Few  lenders  were  interested  in  even  considering  appli- 
cations because  of  the  limited  interest  rate  permitted  on  VA-guaranteed  loans. 

The  percentage  distributions  in  tables  17  and  18  suggest  that  lenders  rejected 
relatively  more  loan  applications  because  of  unacceptable  properties  in  rural  than 
in  rural-urban  counties.  The  differences,  however,  were  small  and  probably  not 
very  significant.  Perhaps  the  main  reason  for  fewer  loans  in  the  rural  areas  is  a 
generally  higher  loan  standard  with  respect  to  both  the  borrower  and  the  property 
offered  as  security. 

In  both  classes  of  counties,  lenders  tended  to  reject  applicants  with  lower 
valued  homes  and  lower  incomes.     In  1958-59,   for  example,   the  purchase  price  of 
homes  on  which  FHA  loans  were  made  averaged  $2,  000  more  than  the  purchase 
price  of  homes  on  which  loans  were  not  granted.     In  1960-61,   the  average  difference 
was  $900.     Average  income  was  $7,  016  for  borrowers  receiving -FHA  loans  In  1958-59, 
compared  with  $5,  861  for  applicants  who  did  not  receive  loans.     In  1960-61,   com- 
parable incomes  were  $6,  716  and  $6,  288,   respectively. 
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